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The company 


CIL is a major Canadian supplier of chemicals and related products, tracing its history to 1862 and the early develonnaet of the 


explosives business in Canada. 


It is a federally incorporated company with approximately 26% of its common stock held by about 4500 shareholders, almost all of whom 


are residents of Canada. The remaining common shares are owned by Imperial Chemical Industries Limited of Great Britain, one of the 
world’s largest chemical companies. There is a small issue of publicly-held first preferred shares outstanding; and recently a major 
private financing resulted in the creation of a second class of preferred shares held by a number of Canadian financial institutions. 


The company continues to play a significant role in the growth and development of the Canadian chemical industry, accounting for about 
one tenth of the industry's total sales dollars. Together with its subsidiaries it operates more than 35 major plants and numerous smaller 
sites across Canada, and, in addition, some overseas operations. As well as products of its own manufacture, CIL distributes a wide range of 


chemicals and allied products supplied by other manufacturers. 


The company's main business divisions are agricultural chemicals, industrial chemicals, general chemicals, explosives, paints and plastics. 
Of its more than 40 subsidiary and associated companies, principal ones are the following: 


Principal operating subsidiaries 
Alchem Limited 

Canadian Hanson Limited 
Chemetics International Ltd. 
Chipman Chemicals Limited 
C-FE (Chemicals; inc. 

Continental Explosives Limited 
CXA Ltd. 

Eco-Research Ltd. 


Explosives Sales (1970) Limited 

Inland Chemicals Ltd. 

Jarvis Clark Company Limited 

West African Explosives and Chemicals Ltd., Liberia 


Principal associated companies 
Canadian Freehold Properties Ltd. 
Canso Chemicals Limited 
Cornwall Chemicals Limited 

J.D. Lee Engineering Limited 
Tricil Limited 
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Principal business 

Water treatment and specialty chemicals 

Electroplating supplies 

Chemical plant, equipment processes, and design; sodium chlorate 

Insecticides, herbicides, fungicides 

Chemicals distribution 

Explosives distribution 

Detonators, detonating cord and fuses 

Environmental survey, measurement and engineering services, 
and waste treatment processes 

Explosives distribution 

Sulphuric acid, alum 

Underground mining and construction equipment 

Explosives 


Property development 

Caustic soda, chlorine and sodium chlorate 
Carbon tetrachloride and bisulphide, fine sulphur 
Engineering services 

Waste management and disposal 
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To the Shareholders 


In the main, 1977 was a difficult year for the 
chemical industry, and for CIL. Although conso- 
lidated sales were $667.8 million, a gain of 
9% over 1976, prices did not rise sufficiently to 
recover continued large increases in costs, 
particularly for natural gas and certain other raw 
materials. Interest expense was appreciably 
higher due to the long-term debt issued in July, 
1976 and net income at $24.9 million, was 
only 2% above the previous year. Earnings a 
common share were $2.52 compared to 
$2.47 in 1976. Dividends amounted to $1.28 a 
share in 1977, an increase of 4 cents a 
share. 


During 1977, the Company continued to 
strengthen existing businesses, and develop 
new growth opportunities. A new and stronger 
explosives accessories company, CXA Ltd., 
was formed through the merger of CIL’s 
detonator business and facilities at Browns- 
burg, Quebec, with the business of Canadian 
Safety Fuse Co. Ltd. whose main plant is at the 
same location. The Company’s environmental 
improvement business area continues to 
develop. Successful results have been 
obtained from ICI “Deep Shaft” pilot plant 
operations treating wastes from the brewing 
and milk processing industries and the first full 
scale “Deep Shaft” plant for municipal sewage 
treatment is under construction at Virden, Mani- 
toba. The Company's modest participation 

in the field of oil and gas exploration has made 
good progress, and CIL is increasing its 
investment in the joint venture with Bralorne 
Resources Limited. 


Consistent with corporate strategies to withdraw 
from areas of limited potential interest to CIL, 
the defence products plant at De Salaberry, 
Quebec was sold to Valleyfield Chemical 
Products Company Limited late in the year. 


CIL began a major capital investment program 
several years ago to strengthen its position as 
the leading Canadian producer of industrial 

chemicals and explosives serving the natural 


resource industries. Capital expenditures 

in 1977 were $59 million, bringing the total for 
the past four years to over $220 million. The 
large ammonium nitrate plant at Carseland, 
Alberta had a successful start-up in March, 
1977 and good initial progress has been made 
on the $100 million project to double the 
Capacity of the caustic soda and chlorine plant 
at Bécancour, Quebec. In addition to these 
major expenditures the company is continuing 
to modernize and to expand capacity at its 
commercial explosives plants. 


In February, 1978, an issue of $75 million 
floating rate preferred shares was successfully 
sold to a number of Canadian financial 
institutions, augmenting the funds generated 
internally to finance the Company's large 
on-going capital expenditure program. 


Anumber of steps were taken during the year to 
improve the Company’s ability to operate 

its businesses more effectively. The headquar- 
ters staff of two of CIL’s operating divisions, 
General Chemicals, and Plastics, were 
relocated in Toronto, Ontario, to place them 
closer to major customers and operations. 
Also, considerable effort has been put into the 
development of more effective budgeting 
procedures and organizational changes have 
been made to ensure improved and more 
productive operations. 


The current national debate on the future of 
Canada is of obvious concern to CIL. During 
the past year, we demonstrated our confi- 
dence in the long-term future of Quebec, by 
our decision to proceed with the Bécancour 
expansion and by substantial additional 
investments at our Beloeil explosives plant. The 
Company has continued with its long 


established program of francization and the 
committee required by recent legislation is 
now in place and functioning. 


Nevertheless, the uncertainty inherent in the 
current political environment in Quebec 

and the adverse effects of the Province’s recent 
language legislation have already had an 
impact on CIL. Late in the year, the Company 
relocated its corporate engineering department 
in Toronto, Ontario, because of the difficulty 
in recruiting and maintaining in Montreal the 
highly specialized personnel so vital to CIL’s 
technologically based businesses. Such a 
move is expensive and disruptive and was 
not undertaken lightly. It is our hope that those 
features of the recent Quebec language 
legislation, which make it more difficult to 
maintain and operate our head office in 
Montreal, may yet be modified. We will continue 
to make our views known to the Quebec 
Government on this subject. 


With only a relatively modest increase in overall 
economic activity forecast for Canada in 
1978, it is difficult to foresee more than a minor 
improvement in earnings in the current year. 
High world inventories in nickel, copper 

and chemical pulp will have a depressing effect 
on important segments of Canada’s mining 
and pulp and paper industries and through 
them on the short term prospects for CIL’s 
sulphur products, chloralkali, explosives and 
mining equipment businesses. In the longer 
term, however, it is expected that the Compa- 
ny’s continued investment program plus 

the potential of its present under-utilized pro- 
duction capacity in chemicals and explosives 
will result in an increased rate of growth | 

in earnings. Overall, we have confidence in 
CIL’s strong position as a major technologically- 
oriented company making an important 
contribution to the up-grading and further deve- 
lopment of Canadian natural resources. 


It is clear from earlier statements on the 
economic, competitive and political environ- 
ment, that 1977 proved an unusually demand- 
ing year for all employees. We are grateful 

to them for their efforts and perseverance under 
difficult circumstances. 


On behalf of the Board of Directors, 


bbs Lee ae 


E. L. Hamilton 
Chairman of the Board 
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W. J. Mandry 

President and Chief Executive Officer 


Montreal, Quebec, March 23, 1978 
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Agricultural and Industrial Chemicals 


Agricultural Chemicals 


Sales of fertilizer products advanced in 1977 
compared with the preceding year. Volume of 
sales was greater mainly because of expanded 
Capacity for producing anhydrous ammonia. 
The cost of natural gas, the major raw material in 
the production of ammonia and other nitrogen 
products, continued to rise sharply. On the 
other hand, the price of imported phosphate 
rock, a principal component of phosphate ferti- 
lizers, was lower than in 1976. The overall 
effect of these changes was higher costs 
which could only be partially recovered by price 
increases, resulting in reduced income. 


CIL’s network of “Agromart” farm service 
centres, which provides outlets for manufac- 
tured and resale products, was further 
strengthened by two new joint-venture loca- 
tions, and the expansion and upgrading 

of others. The superphosphate plant at 
McMasterville, Quebec was closed during 
the year because of obsolescence of the pro- 
cess, problems with pollution control and 

the continuing shift in market demand to higher 
strength phosphate products. Full-time 
employees were transferred to other CIL 
operations. 


Sales and profit of Chipman Chemicals 
Limited’s herbicide and pesticide products 
increased significantly over those of 1976. Sales 
gains were essentially due to the closure 

of the U.S./Canadian border in March 1977 to 
the importation of unregistered products, 

and the generally favourable fall weather con- 
ditions. 


Industrial Chemicals 


Domestic demand for industrial chemicals was 
relatively unchanged during 1977 due to 
continued weakness in the pulp and paper 
industry and the static nature of the Canadian 
economy. Nevertheless, sales and income 
were considerably higher due mainly to the 
absence this year of prolonged work stoppages 
in key market areas, as well as higher sales 
inthe U.S. 


In general, the cost of electricity, a major 
component in the production of industrial 
chemicals rose substantially in 1977. The 
impact of this was partly offset by improved pro- 
ductivity at the new Bécancour, Quebec, 
chloralkali plant. Construction was started in 
mid 1977 on a $100 million expansion which 
will double the capacity of the Becancour plant 
and completion is scheduled for mid 1979. 
The improved technology to be used at Bécan- 
cour has resulted from CIL’s association 

with Imperial Chemical Industries Ltd. This 
additional capacity will enable the Company to 
increase domestic sales of chlorine and caustic 
soda and expand penetration into northeastern 
U.S. markets. 


Work began in 1977 on a shipping terminal on 
Georgian Bay which will enable CIL to ship 
sulphuric acid by water to North American 
depots and the new sulphuric acid depot at 
Cleveland was put into operation early in 1978. 
These new acid distribution facilities will 
accomodate the increased volume of metallur- 
gical acid from eastern Canadian smelters 
expected to come on stream over the next few 
years. 


Sales by C-l-L Chemicals Inc., the wholly 
owned U.S. distribution company, increased 
considerably in 1977 reflecting greater pene- 
tration of markets for agricultural chemicals 
and sulphuric acid. 


Sales of Inland Chemicals Ltd. were higher 
than in 1976 because of increased demand 
for sulphuric acid by fertilizer producers in 
western Canada, as well as improved demand 
for alum for water purificiation. 


The General Chemicals Division, formed in 
1976 to strengthen the Company’s market posi- 
tion in packaged manufactured and resale 
chemicals, achieved an increase in sales in 
1977, although on some major products 
considerable price pressure from imported 
material was experienced. The new “Cereclor’ 
chlorinated paraffins plant which started 

early in 1977 operated successfully during 
the year. 


Alchem Limited had substantial sales and profit 
increases throughout 1977, notably in Alberta 
from the sale of specialty chemicals to new 
fertilizer and oil sands plants. Other increases 
came from oil production chemicals in the 
West and steel industry applications in the East. 
The impact of this new business will carry 
over into 1978 ensuring continued growth. 


Sales of Canadian Hanson Limited for 1977 
exceeded those for the previous year. The 
improvement was chiefly the result of orders for 
plating equipment as sales of plating chemicals 
to the many secondary manufacturers served 
by the Company experienced a decline. 


Sales for Cornwall Chemicals Limited, an 
associated company managed by CIL, 


increased substantially in 1977 but eee Cae: 


profitability was limited by the inability 
to recover cost increases through 
higher selling prices. 


Sale of Technology 

Chemetics International Ltd., CIL’s wholly- 
owned subsidiary engaged in the business of 
selling chemical process technology, had 
lower sales in 1977 than in the previous two 
years. The Company enjoyed a sharp increase 
in new contracts obtained in 1977, however, 
and now holds the largest backlog of orders in 
its history. Included are major contracts for a 
sulphuric acid concentration facility for the U.S. 
Army, a 40,000 ton per year sodium chlorate 
plant for International Minerals and Chemicals 
Corporation in Maine and a world scale 
nitrobenzene plant for Rubicon Chemicals in 
Louisiana. 
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Explosives and Related Businesses 


Explosives 


Sales and profit of commercial explosives and 
related products improved significantly over 
the 1976 level. The major reasons for this were 
the sales of ammonium nitrate from the new 
plant at Carseland, Alberta and non-recurrence 
of strikes at certain customers’ operations 
resulting in substantial increases in sales of bulk 
explosives. The Carseland plant was success- 
fully started up in March, 1977 and although 
commercial results are not yet up to expecta- 
tions it is well positioned to supply the expand- 
ing mining industry in western Canada and 
the north-western United States. 


The outlook for 1978 is uncertain with produc- 
tion of several metals being severely curtailed 
and heavy construction activity expected to 
be at a low level, with the exception of some 
road construction and a few large projects 
such as the James Bay hydroelectric develop- 
ment. 


The defense products plant near Valleyfield, 
Quebec, was sold in October, 1977. After 
refurbishing and modernizing it is expected to 
be operated by its new owners without loss 
of employment. To replace the loss of commer- 
cial explosives capacity at Valleyfield, the 
Company is expanding and modernizing the 
TNT plant at Beloeil, Quebec, and building a 
new nitric acid concentrating plant near Sarnia, 
Ontario. The new cap sensitive slurry explosives 
plant near Parry Sound, Ontario is nearing 
completion and is expected on stream during 
the summer of 1978. 


Increases in sales by West African Explosives 
and Chemicals Ltd., a subsidiary operating 

in Liberia, were almost entirely due to inflation 
with little increase in volume. The company 

is pursuing markets in neighbouring West 
African countries and sales are expected to 
show a modest increase in 1978. 


Sales of both Continental Explosives Limited 
and Explosives Sales (1970) Limited, subsidia- 
ry companies distributing explosives in British 
Columbia and Quebec, improved marginally 
as a result of higher selling prices. Volumes 


were lower than in 1976 due to reduced activity 
in the forest industries in western Canada 
and depressed construction and quarry trades 
in the East. 


During 1977, CIL’s detonator manufacturing 
facilities located at Brownsburg, Quebec, 
were merged with the business of Canadian 
Safety Fuse Company Limited at the same 
location to form a new Company called CXA 
Ltd. ClL owns 70% of the new company with the 
remainder owned by E-B Industries Inc., of 
Simsbury, Connecticut. E-B had previously 
owned 49% of Canadian Safety Fuse Company 
Limited. The new company manufactures a 
complete range of blasting accessories includ- 
ing electric and nonelectric detonators, 
detonating cord,fuse, and fuse assemblies. The 
products are sold through CIL Explosives 
Division, and other explosives suppliers in 
Canada. 


The markets for these products were firm at the 
beginning of the year but have declined with 
the slowdown in mining activities, however 
sales of accessories for seismic geophysical 
exploration for energy minerals are expected to 
increase markedly in 1978. 


Mining Equipment 

1977 was the first full year in which Jarvis Clark 
Company Limited operated as a completely 
independent manufacturer of mining scoops, 
loaders, trucks and jumbo drilling equipment. 
The company not only successfully completed 
the transition from distributor to manufacturer 
but also penetrated international markets 

with exports which offset the impact of the 
decline in the Canadian mining market. Asso- 
ciated companies for distribution of Jarvis 
Clark equipment have been established in 
Mexico and the United States and orders are 
being solicited either directly or through agents 
in several other countries. The company 

is now established as an international supplier 
of trackless mining equipment. 


Paints & Pigments 


Paints 

Significant growth occurred in 1977 in the sale 
of CIL paint products to automobile manufac- 
turers and to selected segments of the industrial 
finishes market. Sales of other products such 
as decorative paints and automobile refinish 
products were inhibited by the sluggish 

state of the Canadian economy. Profits were 
adversely affected by the limited overall 
growth and the inability to recover increased 
costs with higher selling prices. 


Major emphasis was placed during the year on 
a program to improve productivity and to 
rationalize the product range at York Works, our 
manufacturing centre for industrial paints 

at Toronto. The Company’s program for esta- 
blishing a chain of CIL retail stores to provide 
improved service to customers is showing 
promising results. 


Other Products & Services 


Plastics 

The Canadian demand for polyethylene resin 
continued to increase in 1977, and a growth 
rate of from 8% to 10% is projected for the next 
few years. CIL is at present limited by the 
capacity of its Edmonton plant, and while a pos- 
sible expansion is in the planning stage, it 
has not advanced to the point of decision. 
Profits decreased slightly from 1976, since 
government policy on the price of natural gas 
led to an increase in raw material costs 
which could not be passed on in the competitive 
market. CIL gained volume in the plastic 
films and shipping sack markets, but much 
overcapacity exists in Canada and profits were 
depressed. 


Looking to the future, polyethylene continues to 
be an attractive area of business, despite 

a very large world overcapacity position which 
will prevent any shortage of supply for some 
time. In 1977, CIL brought on stream new 
facilities for the production of crosslinkable 
polyethylene, a new product to the company, 
and process modifications were carried out 
to expand capacity in the Brampton film plant. 


Environmental Improvement 

Despite continued restraint in government 
spending in the environmental improvement 
field the three subsidiary and associated 
companies of CIL operating in this field showed 
an overall increase in sales. There has been 
good progress in development of technology, 
both for support of the waste management 
business of Tricil Limited, an associated com- 
pany of CIL, and for use in systems, including 
“Deep Shaft” wastewater treatment plants, for 
sale to municipal and industrial clients. 


The CIL design of a solid waste transfer station, 
employed successfully at Kingston, Ontario, 
will be applied by Tricil Limited on a larger 
scale in the long term contract recently signed 
with the Regional Municipality of Hamilton- 
Wentworth, Ontario. The first full scale “Deep 
Shaft” plant for municipal sewage treatment 
is being constructed at Virden, Manitoba by 
Eco-Research Ltd., a CIL subsidiary company. 
Pilot plant tests on wastes from brewing 

and milk processing have amply confirmed the 
value of the “Deep Shaft” system and given 
promise for wide application in these industries. 


Property Development 

Canadian Freehold Properties Ltd., CIL’s 
associated company in the real estate develop- 
ment business made progress in its continuing 
investment program. Assets at the end of 

the year amounted to $110 million and develop- 
ment projects in process at the year end 
totalled $18.4 million including a hotel in Victoria, 
a shopping centre at New Westminster, and 
warehousing in Burnaby, B.C. as well as office/ 
warehouse developments at four locations 

in Southern California. 


Employees 

High priority has been maintained for accident 
prevention throughout the Company and 
performance has continued well above the 
average of the chemical industry. A number of 
new programs for hazard analysis, auditing 
and training that have been introduced in recent 
years are contributing to these results. A task 
force was appointed late in the year to 
reassess Our safety policies and activities in 
order to provide recommendations to support 
our long term goals for improvement. 


Twenty-one of the Company's thirty-one 
agreements, affecting eighty percent of the 
employees covered under collective agree- 
- ments were scheduled for renegotiation during 
_ the year. Settlements were reached with 
seven locals. There were no work stoppages. 
The remaining fourteen negotiations, most 
of which commenced in the last quarter of the 
year, were carried over into 1978. 


Sale of the ammunition business at Brownsburg 
and the defence products business at Valley- 
field was completed during the year. At Browns- 
burg a special program was implemented 
to assist employees in relocating with the pur- 
chaser in Quebec City and with industries 

_ inthe local area. All employees in the Valleyfield 
operations were offered continued employment 
with the purchaser. 


Manpower planning is becoming a major 
challenge because of the increasing reluctance 
of employees to accept transfers, sometimes 
even when a promotion is involved. This is 
mainly due to changing lifestyles, including 
more spouses with jobs which they do not 
wish to give up. On top of this, new language 
legislation in the Province of Quebec together 
with the general feeling of political uncer- 
tainty, are making transfers into and out of that 
province very difficult to accomplish. 


~The number of regular employees in the 
Company and its subsidiary companies at year 
end was 8,319 a decrease of 715 compared 
to a year ago. This decrease was mainly due to 
the sale of the ammunition business and 

the defence products plant. 


Directors 


To fill the vacancies caused by the retirement 
from the Board of Mr. W. B. M. Duncan; C.B.E., 
and Dr. P. G. Harvey, Mr. J. A. Lofthouse and 
Mr. F. Whiteley were elected directors at the 
Annual General Meeting. 


Hon. James Sinclair, P.C., will not be standing 
for re-election to the Board at the Annual 
General Meeting in April 1978. Mr. Sinclair was 
first elected a director in 1963. Through his 
broad experience and knowledge of the 
Canadian scene, Mr. Sinclair has contributed to 
the progress of the Company in many ways 
and his colleagues on the Board will miss his 
wise counsel. 
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Financial Review 


Sales and Earnings 

Sales of CIL and its subsidiaries were 
$667,838,000 in 1977, compared to 
$613,852,000 in 1976, an increase of 9%. 
Consolidated net income totalled $24,853,000 
for the year, equivalent to $2.52 a common 
share after deducting dividends on preferred 
shares. The corresponding earnings a share 
for 1976 were $2.47. Dividends for 1977 
totalled $1.28 a common share compared to 
$1.24 a common share in 1976. 


Sales in each of the Company's principal 
businesses exceeded those in 1976. The 
improvement in fertilizer sales arose largely 
from additional anhydrous ammonia capacity at 
Lambton, Ontario. Sales of industrial chemicals 
were higher due to increased exports and the 
absence of prolonged work stoppages in key 
market areas which occurred in 1976. Explo- 
sives sales gains reflected the additional 
output from the new ammonium nitrate plant 
at Carseland, Alberta and the non-recurrence 
of strikes in 1977 at major customer plants. 


Income from operations at $54,147,000 was 
10% above the 1976 level, with the improve- 
ment arising largely from the higher level of 
business in industrial chemicals and explo- 
sives, offset to some extent by declines in 
earnings of fertilizers, paints and plastics. 
Competitive pressures in all businesses 
prevented full recovery, through higher selling 
prices, of increased costs particularly for natural 
gas and certain other major raw materials. 
Cutbacks in the mining industry contributed 
to lower earnings of Jarvis Clark Company 
Limited. 


Long term debt interest, discount and expense 
increased by $2,627,000 reflecting a full year's 
interest on the additional long term debt 
issued in July 1976. 


Depreciation 

Depreciation of $27,175,000 was provided 
during 1977, an increase of $1,825,000 over 
the 1976 provision of $25,350,000. This 


increase was largely due to the new ammo- 
nium nitrate plant in Carseland, Alberta. It is 
the Company’s policy to write off the cost of 
each fixed asset evenly over its estimated 
remaining life. Annual reviews are made of the 
residual lives of all productive assets, taking 
into account technological and commercial 
obsolescence, as well as physical condition. 


Financing 

In February 1978 the authorized capital of the 
Company was increased by the creation of 
8,000,000 Second Preferred Shares at a par 
value of $25 each. A total of $75,000,000 

has been successfully raised through the 
sale of 3,000,000 Series A Second Preferred 
Shares, placed privately with a number of 
Canadian financial institutions. The cumulative 
dividend on the Series A shares will be payable 
quarterly at a floating rate equal to 1%% per 
annum plus one half of the average of the 
prime lending rates of four leading Canadian 
banks. The shares will be redeemable at the 
option of the Company after February 20, 1981 
and are retractable at the option of the holder 
on February 21, 1988. The proceeds of the 
issue were added to the general funds of the 
Company and will be used principally to finance 
planned capital expenditures. 


Working Capital 

Cash resources decreased by $27,645,000 
from December 31, 1976 due mainly to the 
retirement of long term debt of $12,922,000, 
included in current liabilities at December 31, 
1976, and the excess of additions to fixed 
assets, together with increases in other working 
capital items over funds generated after 
payment of dividends. Excluding cash and the 
1976 current portion of long term debt other 
working capital items increased by a net of 
$7,114,000 or 7%. 
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Capital Expenditures 

Expenditures on land, buildings, equipment 
and long term investments amounted to 
$59,257,000, a small decrease from 1976. 
Major items were initial expenditures on the 
expansion of chloralkali capacity at Becancour, 
Quebec, the completion of the ammonium 
nitrate plant at Carseland, Alberta, the new 
Sulphuric acid distribution depot at Cleveland, 
Ohio and the commencement of a new cap 
sensitive slurry explosives plant at Nobel, 
Ontario. The unexpended balance at Decem- 
ber 31, 1977 on projects authorized is esti- 
mated at $122,000,000, including $82,000,000 
for the chloralkali plant expansion. 


Anti-Inflation Legislation 

CIL and its Canadian subsidiaries are subject 
to the Anti-Inflation Act guidelines requiring 
quarterly compliance reporting and notification 
of significant price increases for the Company’s 
manufactured products. At the end of 1977, 
the Company had no excess revenue. 


Impact of Inflation 

The Canadian economy continued to experien- 
ce a high level of inflation during 1977. The 
effect of this factor on the financial strength 

of the Company is still of major concern to 
management and must be considered in 
evaluating the financial results for the year. 


Inflation has the effect of increasing the working 
capital investment required to maintain the 
same volume of business and is reflected in 
larger receivables and higher priced invento- 
ries. In addition, the cost of replacing plant 
and equipment greatly exceeds the amount 
retained in the business through depreciation 
charges based on the original historical cost. 
This reduces the resources available for invest- 
ment in expanded productive capacity which 
then must be obtained from borrowing at high 
interest rates. 


Unfortunately, traditional historical accounting 
fails to reflect the extent to which inflation 
restricts the Company's ability to generate 
sufficient cash to maintain existing capacity 
and finance growth. Nor does it reveal the 


extent to which taxes are excessive because 
of inventory paper profits and less than ade- 
quate depreciation charges. 


An important first step towards partially re- 
cognizing the impact of inflation on business 
inventories was initiated by the Federal Govern- 
ment in 1977, through the 3% inventory tax 
credit. It was also encouraging to see the 
concern of the Ontario Government over the 
effect of inflation on business being expressed 
through the publication of the “Report of the 
Ontario Committee on Inflation Accounting” 

in June 1977. 


There is an urgent need for government, 
business, unions and the public to gain a 
better understanding of the critical effect of 
inflation on our economy. One step in this 
process is to develop financial information that 
recognizes and displays the effect of this factor. 


During 1977 the Company introduced a “repla- 
cement cost of productive capacity” approach 
towards dealing with inflation in its internal 
management accounts. This concept was 
designed to make managers more aware of 
the manner in which inflation is affecting their 
individual businesses. Based upon this 
approach, the following adjustments would 
have to be made to the reported earnings 

for 1977. The depreciation charge for the year 
would need to be increased by approximately 
$21.0 million over the amount provided under 
an historic cost basis. In addition, determination 
of the cost of sales on the basis of the cost of 
replacing the products sold at the date of sale, 
rather than on the historic average cost, would 
result in an increase of cost of sales of $4.0 
million. On this basis, if the Company's earnings 
in 1977 were adjusted to recognize deprecia- 
tion calculated on current replacement cost of 
plant assets and cost of sales based upon 
replacement cost at date of sale, it is estima- 
ted that income before taxes would be reduced 
by approximately $25.0 million, compared to 
a reduction of $20.0 million calculated on the 
same basis in 1976. 


It should be emphasized that these figures are 
designed to provide only an approximate 
indication of the effects of inflation on the 
Company’s business. No attempt has been 
made to carry out detailed appraisals of all 
the fixed assets of the Company nor to arrive at 
full cost engineering estimates for the Com- 
pany’s plants and equipment. The replacement 
cost of productive capacity approach to dealing 
with inflation involves more subjective judge- 
ments than are required by historic cost 
accounting methods. 


One major area of concern to us in this regard 
is the effect of technological improvement 
and/or economies of scale on operating costs, 
as greater efficiencies in the use of labour 
and raw materials can be expected from new 
plants engineered with the latest technology. 
However, it is very difficult to quantify these 
Savings in operating costs with any degree of 
accuracy and any such attempt can only 
increase the subjective element in these figures. 
To date CIL has not taken these factors into 


Capital expenditures 100 

(additions to fixed assets) 

millions of dollars 90 
80 
70 


1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 


account in determining the impact of inflation 
on CIL’s accounts. The view has been taken 
that the savings in operating costs will be partly 
offset by start up costs of new plants, retraining 
of labour and, in some cases, reduced selling 
prices. It is expected that this factor will be 
examined in greater detail if considered mate- 
rial in respect of future plants. 


CIL continues to support the replacement cost 
approach in general but is concerned at the 
same time about the degree of subjectivity 
involved in the compilation of the figures, 
especially in the absence of agreed standards 
which can be applied to all businesses. 


Funds invested eae 400 


millions of dollars 


352.2 


@pretax return * 


233.7 
227.9 228.6 


1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 
*Profit before tax, longterm debt interest and minority 
interest as a percentage of funds invested at the 
end of the year 
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Consolidated Statement of Income and Retained Earnings 


for the year ended December 31 


Sales 


Costs and expenses 
Operating costs excluding depreciation 
Provision for depreciation 


Income from operations 

Income from investments 

Share in earnings of associated companies 
Long term debt interest, discount and expense 
Income before provision for income taxes 
Provision for income taxes 

Net income including minority interest 


Minority shareholders’ interest in the net 
income of subsidiary companies 


Net income 
Retained earnings at beginning of year 
Deduct: Dividends 


Preferred — 7%2% 
Common ($1.28; 1976 — $1.24) 


Retained earnings at end of year 


Earnings a common share, after 
preferred dividends 


1977 1976 
$667,838,000  $613,852,000 
586,516,000 539,169,000 
27,175,000 25,350,000 
613,691,000 564,519,000 
54,147,000 49,333,000 
1,836,000 2,405,000 
1,440,000 1,569,000 
(7,784,000) (5,157,000) 
49,639,000 48,150,000 
21,100,000 20,520,000 
28,539,000 27,630,000 
3,686,000 3,267,000 
24,853,000 24,363,000 
146,203,000 134,159,000 
174,000 174,000 
12,537,000 12,145,000 
12,711,000 12,319,000 
$158,345,000 — $146,203,000 
$2.52 $2.47 


Consolidated Balance Sheet 


at December 31 


Current assets 


Cash and deposits at interest 


Marketable securities (market value 


$102,000; 1976 $104,000) 
Accounts receivable 

Trade and other 

Affiliated companies 
Inventories (Note 2) 
Prepaid expenses 


Total 


Deduct: 


Current liabilities 
Bank loans 


Accounts payable and accrued liabilities 


Trade and other 
Affiliated companies 


Federal and provincial income taxes payable 


Dividends payable 


Long term debt due within one year (Note 4) 


Total 
Working capital 


Investment in associated companies 
Land, buildings and equipment (Note 3) 
Unamortized debenture discount and expense 


Funds invested 


Financed by: 
Long term debt (Note 4) 


Minority shareholders’ interest in subsidiary companies 


Deferred income taxes 
Shareholders’ equity 
Capital stock 
7%2% Cumulative preferred 
of $50 par value 
Authorized and issued 
Common of no par value 
Authorized 
Issued 
Retained Earnings 


Total 


On behalf of the Board: 


James Sinclair, Director 


Shares 
46,500 


13,500,000 
9,794,161 


W. J. Mandry, Director 


1977 1976 

$ 12,155,000 $ 31,229,000 
102,000 102,000 
108,245,000 92,057,000 
1,080,000 2,318,000 
119,400,000 103,850,000 
3,091,000 2,121,000 
244,073,000 231,677,000 
11,541,000 2,970,000 
91,941,000 72,484,000 
4,394,000 3,627,000 
4,055,000 354,000 
3,178,000 3,320,000 
523,000 2,922,000 
115,632,000 95,677,000 
128,441,000 136,000,000 
19,198,000 19,199,000 
227,251,000 195,941,000 
961,000 1,071,000 
$375,851,000 $352,211,000 
$ 80,699,000 $ 80,488,000 
13,759,000 11,150,000 
46,857,000 38,179,000 
2,325,000 2,325,000 
73,866,000 73,866,000 
158,345,000 146,203,000 
234,536,000 222,394,000 
$375,851,000 $352,211,000 


15 


16 


Consolidated Statement of Changes in Financial Position 


for the year ended December 31 


Source of funds 
Funds from operations 
Net income 
Depreciation and amortization 
Deferred income taxes 
Dividends received from associated companies 
in excess of share in earnings 


Issue of long term debt 

Minority share of net income in subsidiary 
companies, less dividends 

Sale of fixed assets 

Issue of capital stock by subsidiary companies 

Redemption of preferred shares of associated 
companies 


Total 


Application of funds 

Dividends 

Additions to fixed assets 

Acquisition and disposal of subsidiaries and 
shares in associated companies — net, less 
cash acquired 

Retirement of long term debt 

Underwriting discount and expense related to 
issue of long term debt 

Redemption of preferred shares by subsidiary 
company 

Net increase in working capital excluding 
cash, marketable securities and bank loans 


Total 


(Reduction) increase in funds for year 
Funds on hand less bank loans January 1 


Funds on hand less bank loans December 31 


1977 1976 
$ 24,853,000  $ 24,363,000 
27,644,000 25,757,000 
8,678,000 9,289,000 
69,000 (490,000) 
61,244,000 58,919,000 
= 50,000,000 
2,201,000 1,810,000 
684,000 1,715,000 
577,000 = 
21,000 28,000 
64,727,000 112,472,000 
12,711,000 42,319,000 
58,503,000 62,131,000 
754,000 745,000 
368,000 20,608,000 
= 931,000 
= 292,000 
20,036,000 2.424 000 
92,372,000 99,450,000 
(27,645,000) 13,022,000 
28,361,000 15,339,000 
$ 716,000 $ 28,361,000 
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Notes to Consolidated Financial Statements 
December 31, 1977 


. Accounting policies 


Basis of consolidation 


The accounts include Canadian Industries Limited and all its subsidiary companies except 
one foreign subsidiary for which the investment has been written off. 

The Company accounts for acquisitions on a purchase basis and follows the policy of adding 
to or deducting from consolidated fixed assets the difference between the cost of its investments 
and the net book value of the assets of subsidiaries at date of acquisition. This excess is 
pias over a period of ten years. At December 31, 1977 the unamortized amount is 


Foreign currencies 

Current assets and liabilities and income accounts for those foreign subsidiaries included 
in the consolidation are converted into Canadian dollars at exchange rates in effect at the end 
of the respective reporting periods. Fixed assets, long term liabilities and shareholders’ 
equity are converted at rates of exchange in effect when first acquired, incurred or issued. 


Inventories 
Inventories are valued at the lower of average cost and net realizable value. Goods in process 
and manufactured goods include the cost of raw material, direct labour and manufacturing 
overheads. 


Investment in associated companies 

From January 1, 1974 investments in associated companies have been accounted for on the 
equity method. Under this method, the Company’s share of net income of these associated 
companies is included in the consolidated statement of income and retained earings, rather 
than when realized through dividends. The investments are carried in the consolidated 
balance sheet at original cost plus the Company's share of earnings from January 1, 1974, 
less dividends received and less amounts written off where the underlying value of the assets 
no longer exists. 


Fixed assets and depreciation 

Buildings and equipment are carried at cost less accumulated depreciation. It is the Company's 
policy to write off the book value of each fixed asset evenly over its estimated remaining 
life; annual reviews are made of the residual lives of all productive assets, taking account of 
commercial and technical obsolescence as well as physical condition. 


Research and development | my | 
All expenditures for research and development, except buildings and major items of equipment 
used for this purpose, are charged to income as incurred. 


Pension costs 

The majority of employees of the Company are covered by Company pension plans. The 
costs of these plans are charged against income in the year current contributions and past 
service funding requirements are payable. Past service costs in trusteed plans are being 
amortized within the requirements of the regulations of the Quebec Supplemental Pension 
Plans Act. 


Income taxes im, | 
The Company follows the tax allocation method of providing for income taxes. Under this 17 
method, income taxes currently payable may differ from the total income tax provision for the 

year as a result of timing differences between recognition of expenditures for accounting 

purposes and tax purposes. Such differences largely arise from claiming maximum capital 

cost allowances for tax purposes, which are higher than depreciation charged for determining 

reported income. The tax effect of these timing differences Is reflected in the accounts as 

deferred income taxes. 
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Oil and gas exploration 


Expenditures for oil and gas exploration are accounted for by the successful efforts method. 
Under this method the initial acquisition costs for oil and gas properties together with the costs 
of drilling successful wells are capitalized. Exploration expenditures including geological and 
geophysical surveys, administration and unsuccessful drilling and associated acquisition 


costs are charged to expense. 


. Inventories 


The inventories are classified as follows: 
December 31, 


December on 


1977 1976 
Raw materials $ 33,065,000 $ 26,348,000 
Goods in process and finished goods 83,157,000 74,481,000 
Stores and supplies 3,178,000 3,021,000 
$119,400,000 $103,850,000 

. Land, buildings and equipment 
December 31, December 31, 
1977 1976 
Land at cost $ 7,755,000 $ 7,380,000 
Buildings and equipment 468,890,000 413,015,000 
Less: Accumulated depreciation 249,394,000 224,454,000 
219,496,000 188,561,000 
$227,251,000 $195,941 ,000 


It is estimated that expenditures of $122 million will be required to complete projects 


authorized prior to December 31, 1977. 


. Long term debt 

December 31, December 31, 

1977 1976 

5%4% debentures due December 1, 1977 $ — $ 12,382,000 
59% debentures due December 1, 1984 30,000,000 30,000,000 
109% sinking fund debentures due July 15, 1996 50,000,000 50,000,000 
Other (net of current portion, $523,000; 1976 - $540,000) 699,000 488,000 
$ 80,699,000 $ 80,488,000 


Sinking fund provisions of the 109% debentures require the Company to make payments 
to the trustee sufficient to retire $2,000,000 principal amount on July 15 in each of the years 


1982 to 1995 inclusive. 


5. Pension plan 


The Company and most of its subsidiaries have a pension plan covering the majority of 
their employees. The contributions made by the companies and their employees are deposited 
in an irrevocable trust fund in accordance with the terms of the plan. There remains an unfunded 
liability at December 31, 1977 with respect to past services of $1,675,440, based on an actuarial 
valuation received in 1975. This amount will be paid in succeeding years, in accordance 
with the regulations made under the Quebec Supplemental Pension Plans Act. 


6. Contingent liabilities 


The Company had contingent liabilities as at December 31, 1977 of $2,637,553 with respect 
to guarantees on behalf of other companies and other contingent liabilities of $1,113,000. 


7. Remuneration of all persons who acted as directors and senior officers of this 
- company at any time during the year. 


1977 1976 
Number Amount Number Amount 
As directors 14 $ 68,000 13 $ 68,000 
As officers 16 1,286,000 iA 1,213,000 
Officers who are also directors 4 5 


- 8. Lease commitments 


The Company has certain lease commitments for the rental of buildings with aggregate net 
rentals of approximately $2,578,000 per annum expiring at various dates to 1998 and for 
rental of tank cars and other facilities of $10,766,000 per annum expiring at various dates 
to 1992. . 


9. Sales by classes of business 


1977 1976 
Amount % Amount _% 
Agricultural and Industrial Chemicals $359,672,000 54 $323,821,000 26) 
Explosives, and related products 198,681,000 30° = 187,260,000 30 
Paints and Pigments 70,153,000 10 65,793,000 Wa 
Other 39,332,000 6 36,978,000 6 


$667,838,000 100 $613,852,000 100 


10. Subsequent event . . 

At a meeting of the shareholders on February 13, 1978, Special By-Law "K" was sanctioned 
increasing the authorized capital of the Company by the creation of 8,000,000 Second 
Preferred Shares issuable in series. It is proposed that an issue of 3,000,000 Second Preferred 
Shares, Series A be considered by the Board of Directors on February 17, 1978 and, if 
approved, will be issued February 21, 1978 ata par value of $25 each for a total of $75,000,000. 
The cumulative dividend on the Series A shares will be payable quarterly at a floating rate 
equal to one half of a sum of the average prime lending rate of four leading Canadian banks 
plus 2%% per annum. The shares will be retractable at the option of the holder on February 21, 
1988 and redeemable at the option of the Company commencing in 1981. 


I, 


Auditors’ Report 


The Shareholders, 
Canadian Industries Limited. 


We have examined the consolidated balance sheet of Canadian Industries Limited as at December 31, 1977 and 
the consolidated statements of income and retained earnings and changes in financial position for the year then 
ended. Our examination was made in accordance with generally accepted auditing standards, and accordingly 
included such tests and other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the company as at 
December 31, 1977 and the results of its operations and the changes in financial position for the year then ended in 
accordance with generally accepted accounting principles applied on a basis consistent with that of the preceding 
year. 


al Povee reer 


Chartered Accountants. Montreal, Canada February 14, 1978. 


Consolidated Financial Review 
1977 1976 3975 1974 1973 1972) 1971) 1970 1969 51966 
Consolidated Income Statement Items (millions of dollars) 


Sales 667.8 613.9). °594:9-517.6 3833324 55 349 2o23 Soca moUam 
Depreciation 22 (25:4, 267%, P21 Pe e.6n Ail Gre See Oro ee le em) 
Income from operations 54.1 “49:3 (8610 65.5 32:8 (23:69 245c8) 1950 240, 
Long term debt interest, 

discount and expense 7.8 Src 2) OA 3.2 3.4 4.2 4.7 4.7 5.0 
Provision for income taxes Pipetite e4Ohep PS SSitsy © tore wc Sp es lOl | 9.9 G9 74 10.4 
Net income* 24.9 244 426° 34.8 116,09 10.5 9.5 SH") 10:5 e100 
Dividends 12:7 22. Cee | ee Gr 6.1 Gal 6.1 6.1 Bel 
Consolidated Balance Sheet Items (millions of dollars) 
Working capital 128.45 136012069 WOOF 107-33 1-28 Se OU Oc 160.6 amoral 
Fixed assets 476.6 4204 3665 316.4 280.0 262.3 253.0 320.2 297.0 3017 
Accumulated depreciation 249.4 2245 206.1 183.6 164.5 148.6 132.7 1646 1459 136.8 
Capital expenditures 58.5 62:71, (54.3) ALG 215 912.85 16.8 Ale see S. Ome 
Long term debt 80:7 80.5" Fol SolnG $55.5 -7O3: 06 rcs OG sicerommEC ee 
Shareholders’ equity 

Preferred 742% 2:3 ZL) 23 23 Paes so Pas BES 2S Efe. 

Common 232.2 2201 208051737, 150 3142 Calo be l20r Weare hase 
Per Share of Common Stock (dollars per share) 
Earnings* 2.52 (2:47 A434) “3.5499 1-617 1067 60/959 40.619 1h0S roe 
Dividends 1:28 162481620. O85 a 0 GOe OCOM 20 GOR sO COmu oo 
Equity 23:01 224/ 2124 W714" (O35) 14:58 314.12 > 130612 baa us 
Quarterly earnings 

1st Quarter 0.26 0.26 

2nd Quarter 1.36 1.42 

3rd Quarter O43 Soc 

4th Quarter 0.47 0.46 

Year 202eeea 


* Before extraordinary items. 
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